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SUMMARY 


The Dominican economy has weathered 1977 reasonably well, perhaps 

better than anticipated in light of low sugar prices, high oil import 
costs, a 16.4 percent inflation rate, and a population growth outpacing 
gains in food production. After seven years of impressive expansion, 
real gross National product (GNP) growth registered another moderate 
increase in 1977, expanding 3.3 percent. Contributing to the relatively 
slower growth rate was an unexpected drop in agricultural growth due to 
an extended drought, and a depressed construction sector. In spite of 
low sugar prices, the 1977 balance-of-payments resulted in a $59.2 million 
surplus thanks to increased coffee and cacao earnings and high capital 
inflows. Government revenues and expenditures increased in 1977, but 

not sufficiently to outpace inflation. The Dominican Republic maintains 
a highly favorable investment climate and offers attractive construction, 
mining and sales opportunities for U.S. firms. The long-term economic 
outlook continues to be decidedly up-beat, although 1978 may see some 
further belt-tightening. 
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CURRENT ECONOMIC SITUATION AND TRENDS 





Economic Prospects. Preliminary estimates for 1977 indicate that the 
Dominican economy registered its third consecutive year of moderate growth 
after seven years of impressive expansion. Real growth for 1977 reached 
3.3 percent, following increases of 5.3 percent and 6.3 percent in 1975 
and 1976, respectively. To counter falling sugar prices, the Dominican 
Republic has continued to maintain high export levels of its primary crop 
while relying on other commodities that are currently enjoying better 
markets. Sugar income declined approximately 15 percent in 1977, but 
coffee and cacao earnings, though relatively less important, advanced 

73.3 percent and 108.9 percent, respectively. 


The relatively slower rate of growth resulted from greater than anticipated 
crop damage due to an extended spring drought, a slowdown in the construc- 
tion sector and the third consecutive year of conservative fiscal policy. 
Agriculture, which accounts for approximately 20 percent of gross domestic 
product (GDP), increased output only 4.5 percent in 1977. Food and live- 
stock production grew 1.8 percent and 2.1 percent, respectively, creating 
increased inflationary pressures and necessitating additional commodity 
imports. Although the construction sector, 6.4 percent of GDP, continued 
to be less active in 1977, the Government proceeded with major public out- 
lays on three irrigation projects totaling almost $150 million, as well as 
with minor road construction. Two major government projects (Port of 

Haina development and Santo Domingo-Santiago highway), originally scheduled 
to begin during 1977, experienced some delay pending the arrangement of 
financial packages. Fiscal authorities continued their tight rein on 
spending, increasing central govemment expenditures only 8.7 percent. 
Mining, industry and commerce, which together account for 41.7 percent of 
GDP, posted small gains for the year. 


The electrical system recuperated significantly in late 1977 and blackouts 

ceased to be a major economic hardship. Under a new director, Compania 

Dominicana de Electricidad (CDE) confronted its short-term electrical 

shortages by obtaining a floating power barge from the United States, 

restoring two damaged units, renewing t e-in to Falconbridge's 

capacity, and purchasing a 4 0 lowatt plant from 
Virgin Islands. Additionally, |; rer an normal year-end 
assured sufficient water in hyd units to maintain 
nerating j 


Balance of Trade and Payments. Export earnings for 1977 totaled 780.1 
million, an 8.9 percent increase over 1976. During the year, the price 
of sugar plummeted, with the State Sugar Council (CEA), the country's 
largest producer, selling at an average 9.3 cents per pound, 1.2 cents be- 
low its production cost. Total earnings for sugar and sugar products for 
1977 amounted to $248.6 million, a 15.1 percent decline compared with the 
previous year's performance. If the Dominican Republic participates in 
the International Sugar Agreement, and if as expected the Sugar Agreement 
succeeds in raising the price of sugar toward 11 cents per pound by the 
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end of 1978, Dominican sugar earnings should decline by only 3.5 percent 
to $239.8 million from the 1977 level of $248.6 million. This figure is 
based on the country's export quota of 935,000 tons and an average 1978 
price of 10 cents per pound,assuming no change in by-product exports. 


Due to the severe spring drought and speculation that pushed the internal 
tobacco price as high as 30 percent above the world price, tobacco earnings 
declined 28.5 percent in 1977 to 28.1 million. Tobacco shipments dropped 
41.3 percent as exporters resisted selling at discounts. As in the pre- 
vious year, favorable price trends in the coffee and cacao markets buoyed 
export receipts; average coffee and cacao prices both increased approxi- 
mately 100 percent relative to 1976. Coffee shipments edged forward 4.1 
percent to 42,720 metric tons and earnings rose 73.3 percent to$174.7 million. 
Cacao exports advanced 18.1 percent to 29,115 metric tons and receipts grew 
108.9 percent to $93.8 million. This year's export performance is expected 
to decline for both crops, reflecting lower production dictated by the cyc- 
lical nature of coffee and cacao in the Dominican Republic and a certain 
amount of price resistance in consumer countries. 


Gold and silver exports experienced a 23.1 percent rise to 1.6 million troy 
ounces, with earnings advancing 0.2 percent to$54.9 million. Future gold 
and silver exports will increase significantly when the new Los Cacaos 

field is brought into production. Bauxite earnings rose 41.9 percent to 

$22 million. Considering the relatively optimistic price outlook for baux- 
ite, earnings should continue to increase in 1978 as long as current pro- 
duction levels are maintained. Ferronickel exports declined 17.4 percent 

to 45 million pounds, earning $91.4 million, a 17.5 percent drop from 1976's 
total. Exports for 1978 should decrease further in the face of a deteriora- 
ting world nickel market, which forced Falconbridge Dominicana to reduce 
production to one-third of installed capacity as of January, 1978. 


Reversing last year's small decline, imports rose 11 percent to $847.6 
million in 1977. Leading imports were petroleum and petroleum products 
($247.9 million), mechanical machinery ($123.1 million), motor vehicles 
($79.5 million), iron and steel products ($71.8 million) and cereals 
($59.8 million). 


The Dominican Government continued to impose import restrictions in 1977 
and renewed its efforts to capture more foreign exchange. In January and 
December of 1977, the Central Bank enlarged the list of items for which 
official exchange would not be made available and which therefore must be 
imported through the more expensive parallel exchange market, and reduced 
the amount of relatively cheap official exchange available for certain im- 
port purchases. A "gas-guzzler" import tax on automobiles was imposed, as 
was a requirement that all government agencies obtain prior import approval. 
To capture a greater share of foreign exchange, the Central Bank required 
all importers' commissions to be paid in local currency and stepped up 
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prosecutions of those accused of exchange law violations. The Central 
Bank Monetary Board considered but has not yet adopted measures that 
would shorten the foreign exchange surrender period for certain exports, 
require certain exports to be purchased with a 90-day irrevocable letter 
of credit, and oblige non-licensed exporters to make exchange deposits 
prior to sale. 


The Dominican Republic exported $631.0 million worth of goods to the 

United States in 1977 (80.9 percent of total Dominican exports) and, in 
turn, imported items valued at $424.0 million from the United States (50 
percent of total Dominican imports). The U.S. is one of the few 
countries with which the Dominican Republic enjoys a trade 
surplus, and remains the country's major trading partner. 


Although the year-end current account balance showed $272 million deficit, 
preliminary figures indicate that increased capital inflows and tourist 
income will yield a $59.2 million balance~-of-payments surplus for 1977. 


During the year, the Dominican Government drew $45 million of the $60 
million Venezuelan oil credit arranged in 1976 and $17.4 million from the 
International Monetary Fund credit tranche. The Monetary Board approved 

a number of sizeable suppliers' credits and private loans near the end of 
the year, which had the effect of pushing the balance of payments into the 
black. Public external debt increased to $596.7 million, but remains 
manageable with a debt-service ratio (share of annual export earnings 
required to service external public debt) of only 7.7 percent, one of the 
lowest in Latin America. 


Fiscal Performance. In 1977, the Dominican Republic continued its tradi- 
tional "pay-as-you-go" fiscal policy maintaining a $19.8 million surplus. 
Total revenues reached $629.3 million largely due to increased export and 
import tax receipts, which grew 35.8 percent and 11.1 percent, respectively. 
The central government spent a total of $618.7 million during the year, 
13.0 percent over the original budget projection. Historically, fiscal 
authorities revise the budget upwards through the year, adjusting actual 
expenses to conform with revenues. For the second consecutive year, the 
Dominican Republic experienced only minimal growth of capital expenditures, 
which increased 3 percent. Current outlays, on the other hand, jumped 
8.9 percent. Capital and current outlays now account for equal shares of 
overall expenditures, capital expenditures having lost their 14 percentage 
point advantage of 1975. Late in the year the President ordered all auto- 
nomous government entities,as well as central agencies, to submit budgets 
and operating results for presidential approval. This measure, coupled 
with the newly required prior approval for government imports (see Balance 
of Trade and Payments), strongly suggests that the Government will continue 
a conservative fiscal policy in the coming year. This policy could have 
its greatest impact on the construction sector, which, until 1977, had 
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enjoyed impressive growth rates. Although the Government is still pur- 
suing its dam and irrigation works construction program, and may well 
draw additional amounts from a $60 million budgetary reserve created in 
1975, the bulk of its public works projects have been financed in the 
past from current income. Curtailment of these programs would exert a 
Significant drag on economic growth rates. 


Monetary Policy. The Central Bank attempted to exert greater control over 
monetary policy in 1977, but despite its efforts, money supply (cash plus 
demand deposits) increased 17.1 percent, contributing in part to last 

year's growing inflation rate (see Inflation). In September 1976 the 
Central Bank placed interest ceilings on time deposits below current in- 
flation rates. However, deposits have increased 15.6 percent over the 
previous year. As a result, commercial bank loans rose 12.5 percent. The 
Central Bank redoubled its efforts to control monetary growth by restricting 
use of its rediscount window, establishing increased rediscount rates on a 
sliding scale that made money destined for certain "non-productive" sectors 


relatively more expensive,and strictly enforcing the legal reserve require- 
ment. Monetary statistics for 1977 indicate a higher monetary growth 


rate than the "moderate" goals pursued by the Central Bank. In 
light of these higher rates, the Central Bank may be expected to 
tighten up further on internal and external credit from 1978, and 
to pursue efforts to capture more foreign exchange from the 
parallel market. 


Parallel Market. The "parallel" market for foreign exchange, a de facto 
partial devaluation of the peso which remains officially at the 1948 rate 
of one-to-one, operates freely and with semi-official approval by the 
government. Exchange houses effect large currency transactions, as almost 
all consumer goods imports and Dominican tourist expenditures abroad must 
be financed through this market, which is currently estimated at $300-$400 
million. Although some exchange dealers tried to organize themselves in 
an attempt to drive down the price of dollars early in the year, the peso's 
position declined to a spread of 1.23-1.25, a 5 percent decrease from 
1976. Profits generated by foreign capital registered with the Central 
Bank (and not in excess of 18 percent of registered foreign capital) may 
be remitted at the official rate. Conversions usually require about 1 
month, though in some cases the process can take up to 90 days. 


Inflation. The inflation rate for 1977 spurted to 16.4 percent as a result 
of food and other commodity price adjustments, increased monetary growth 
and augmented import prices. Food production inched forward 1.8 percent 

in the face of a 3 percent population growth, increasing prices as 
well as requiring stepped-up food imports partially financed through the 
parallel market. In addition, internal coffee and cacao prices increased 
in accordance with world price trends and gasoline prices went up 18 per- 
cent. Added inflationary pressure resulted from the sharp increase in 
money supply, which grew 17.1 percent in 1977 after the previous year's 

7.6 percent increase. The Government's efforts to transfer more imports 
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to the parallel exchange market, in addition to a 15 percent increase in 
freight rates, resulted in a significant increase in the cost of foreign 
purchases. Future inflationary trends will largely depend on the ability 
of the Central Bank to control monetary growth, and the Government's suc- 
cess in expanding crop production. Additional upward price pressure will 
be exerted on imports through recently announced increases in freight 
rates (see Maritime). 


Income Distribution, Wages and Employment. Income distribution in the Do- 
minican Republic demonstrates the pattern of skewness typical to most dev- 
eloping countries, with the lower 49 percent of the population earning 13 
percent of total income and the upper 6§ percent earning 43 percent. 
National income distribution favors Santo Domingo, which supports a size- 
able and growing middle class (33 percent of the city's population earns 29 
percent of total income). Per capita income in the capital area is roughly 
four times that of the country as a whole. Government salaries have been 
frozen since 1966, while minimum wage and fringe benefit regulations have 
remained unchanged since 1974. It is estimated that total worker compensa- 
tion increased approximately 4 percent in 1977. Against a rapidly grow- 
ing population and decreasing economic growth rates, real per capita income 
growth has declined steadily since 1975, increasing 1.6 percent last year 
to $432.99. Approximately 1.4 million workers comprise the labor force 
with an estimated 20 percent unemployed and 40 percent underemployed. Do- 
minican industry has assumed a relatively capital intensive structure as a 
result of tax incentives associated with the Government's import substitu- 
ting industrialization scheme and comparatively low interest rates that 
encourage capital formation. 





Investment Climate. The Dominican Government continues to view investment, 
both foreign and domestic, as an important means of economic growth. Fa- 
vorable credit policies, low labor costs, high tariffs, import exoneration 
privileges, and tax holidays all contribute to an opportune investment 
climate. During 1977 most new foreign investment took place in the in- 
dustrial free zones and tourist sector (see Industrial Free Zones). 


In September, the President sent a new comprehensive foreign investment 

law to the Senate for its consideration. The proposed legislation reserves 
certain economic sectors for foreign, mixed and national capital. In addi- 
tion, it stipulates that profits in excess of those currently allowable for 
repatriation (18 percent of foreign investment's registered capital per 
annum) must be invested in or loaned to export-oriented business in agro- 
industry or tourism if additional repatration of profits is desired at 
official rates. The bill now remains in committee with some doubt as to 
its future. 


In mining, one of the most active sectors of the Dominican economy, work 

has recently begun on the drafting of a new mining law. Government nego- 
tiators and Alcoa reached an agreement to extend the current bauxite conces- 
sion contract an additional 6 months under the same terms as the previous 
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agreement. After agreeing that the State would increase its participation 
from 20 to 46 percent in 1976, Rosario Dominicana operated its gold and 
silver concession without difficulty. During the year, repeated suggestions 
surfaced that the Government renegotiate the Falconbridge Dominicana con- 
tract, but the recent crisis in the world nickel market seems to have post- 
poned this consideration. Despite these developments, investor interest 
remains high in the Dominican mineral sector. Recently, the Government 
granted petroleum exploration concessions to six companies, three of which 
are U.S.-owned. Homestake Mines, Rosario Resources, and Technomin, an 
Italian enterprise, are actively competing for a new gold and silver con- 
cession adjacent to the present one operated by Rosario. Numerous other 
firms have expressed interest in exploration for gold, silver, iron, coal 
and copper. 


Industrial Free Zones. The Dominican Government continues to promote the 
industrial free zones concept whereby materials are imported duty-free, 
processed by local labor and reexported duty-free. The three zones, lo- 
cated at Santiago, San Pedro de Macoris and La Romana, continue to expand, 
augmenting their level of investment and number of plants. Dominican law 
bestows a 15 year tax holiday on operation in the zones and allows firms 

to pay wages slightly less than the legal minimum. Under special circum- 
stances, a factory outside established zones may qualify for these benefits. 


Maritime. In early 1977 the Dominican Republic declared a 200-mile "ex- 
clusive economic zone."' Construction progresses on a cruise ship dock in 
Santo Domingo. The three major ocean freight conferences serving the Do- 
minican Republic from the United States, Europe and Japan announced rate 


increases of 10 to 22 percent to take effect by April 1, 1978. The same 
conferences fixed similar rate hikes in early 1976 and July 1977. 


Tourism. Promoting the natural beauty of the Dominican Republic, the Govern- 
ment is continuing its support of tourism as an increasingly important sector. 
Recently, the country has enjoyed increased exposure by hosting 

the 1977 Miss Universe Pageant and appearing in National Geographic and other 
travel magazines. Loew's, Sheraton, and Gulf and Western operate first- 
class hotels in Santo Domingo. Gulf and Western maintains a resort complex 
in La Romana. Nearby is Dominicus Americus, another U.S.-owned resort. 

Bank financing is promoting development of the north coast, including the 
construction of several hotels and an international airport. Gulf and 
Western has announced plans for three new tourist projects, and Club Medi- 
teranée intends to construct a resort at the eastern tip of the island. 


Despite significant investor interest and considerable government encourage- 
ment, several tourist projects were delayed in 1977. The north coast air- 
port encountered construction problems and thus far few major international 
hotels have indicated interest in the location. The Club Med project ex- 
perienced unexpected difficulty in arranging financing. Nevertheless, the 
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Government, through INFRATUR, its tourism promotion agency, is pressing 
ahead. Recently, the agency called for prequalification bids for the 
construction of 68 golf villas on the north coast. In addition, some 
private companies are demonstrating interest in the Dominican Republic. 
Private interests purchased and plan to renovate an existing north coast 
resort, Playa Cofresi, and Hyatt has proposed a hotel near Santo Domingo. 


Construction. Although the construction sector is not expanding as rapidly 
as in the recent past, the Government continues to pursue projects it con- 
siders necessary to the development of the country. Frederick R. Harris 
won the design and route location bid on the $130 million Santo Domingo- 
Santiago Highway,which will be partially financed by the Interamerican 
Development Bank. A local construction firm secured a $13 million contract 
for road construction in the northwestern part of the country. The Govern- 
ment is implementing an aggressive irrigation plan and in 1977 awarded 
contracts totaling $134 million for dam and irrigation works. Other projects 
include more dams, irrigation works and roads as well as breakwaters, air- 
ports, hospitals, docks and a modernization of the State Sugar Council's 
(CEA) plants, which produce a majority of the country's sugar. 


Implications for the United States. The United States is the Dominican 
Republic's major trading partner, and American products compete effectively 
in the Dominican marketplace. U.S. goods are prized for quality, dura- 
bility, rapid delivery, good follow-up servicing and easy accessibility to 
spare parts. 


Government-sponsored programs to expand electrical output, create new ir- 
rigation works and promote agricultural development provide favorable sales 
opportunities in energy systems, construction equipment and supplies and 
agricultural machinery and equipment. The tourism sector will continue to 
grow, creating the need for hotel and restaurant equipment and supplies. 
Other opportunities exist for buses, trucks, trailers, home electrical ap- 
pliances, food processing and packaging equipment, business equipment and 
systems, metalworking and finishing equipment, and health care equipment 
and instrumentation. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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Country 
Marketing 
Managers 


Commercial and economic information on most trading part- 
ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Country Marketing Manager is responsible for a country 
or group of countries as listed below. Assistance or informa- 
tion about marketing in these countries may be obtained by 
dialing these key people directly: 202-377 plus the given 


extension. 


Area Extension 


Africa 


Algeria, Libya, Morocco, Tunisia 
Remainder of Africa (except Egypt) 


Europe 


France and Benelux Countries 

Germany and Austria 

Italy, Greece and Turkey 

Nordic countries 

Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 


Far East 


Australia and New Zealand 
East Asia and Pacific 
Japan 

Southeast Asia 


Latin America 


Brazil, Argentina, Paraguay and Uruguay 

Mexico, Central America, and Panama 

Remainder of South America and Caribbean 
countries 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 


Peoples Democratic Republic of Yemen, Qatar, 


Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 
Tran, Israel, Egypt 


Eastern Europe 
USSR 
Peoples Republic of China 


5767 
3865 


4504 
5228 
3944 
3848 
2795 
4421 


3646 
5401 
2425 
2522 


$427 
2314 


2995 





